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Management’s Discussion and Analysis
For the Year Ended June 30, 2006

Our discussion and analysis of Traverse Bay Area Intermediate School District’s (the “District”)
financial performance provides an overview of the District’s financial activities for the fiscal year
ended June 30, 2006. Please read this analysis in conjunction with the District’s financial
statements, which immediately follow this section.

DESCRIPTION OF REPORTING ENTITY AND SERVICES PROVIDED

The Traverse Bay Area Intermediate School District (TBAISD), one of Michigan’s 57 ISDs, encompasses
sixteen public school districts, three public school academies and fourteen private and parochial schools
within Antrim, Benzie, Grand Traverse, Kalkaska and Leelanau counties. The District serves over 27,000
students and more than 2,200 educators. When ISDs were established in 1962, the name “Intermediate”
School District was chosen to reflect their role as a link between local school districts and the Michigan
Department of Education. As the scope and responsibility of schools grew, however, so did the role of the
ISD, providing its local districts with those programs and services which are either too expensive or too
extensive to be offered individually. TBAISD’s motto, “Leading Lifetime Learning,” reflects its
commitment to providing continually expanding educational opportunities for all learners.

The largest and most well-known TBAISD services are those in Special Education and Career and
Technical Education. However, Traverse Bay Area Intermediate School District also provides a wide range
of specialized services through its General Education area. The Instructional Services team offers a variety
of programs and services designed to support student achievement, meet state and federal legislative
mandates, and enrich school programs throughout the five-county service area. The team provides
leadership and expertise to teachers and administrators, connecting regional and site-based objectives to
research-based programs, appropriate resources, and the highest standards of professional development.

Collaboration between local districts, citizens, human service agencies, area commerce, Northwestern
Michigan College, in fact, all aspects of the community, is becoming more important in the search for
educational quality and cost effectiveness. TBAISD programs and services include: Special Education,
Vocational/Technical Education, Professional Development, School Improvement, Data Management &
Analysis, Instructional Services, Technology/Media, Business/Finance, Early Childhood, Grand Traverse
Regional Math, Science and Technology Center, Online Learning, Career Preparation, Road Test Service,
Human Resources & Administrative Services, Program Research and Development, Adult and Alternative
Education and Collaborative Initiatives. ‘




The District services a large population of special education students. At the basis of all education is the
expectation that all students can and will achieve to the limits of their abilities. TBAISD is a State leader
in developing special education programs that are cost-effective and create opportunities in which students
can realize their full potential. To do this, TBAISD employs certified and trained specialists to serve
students in the following disability areas: Autism Spectrum Disorder (AI), Early Childhood Development
Delay (ECDD), Emotionally Impairment (EI), Moderate Cognitive Impairment (MoCI), Severe Cognitive
Impairment (SCI), Hearing Impairment (HI), Learning Disabilities (LD), Other Health Impairment (OHI),
Physical Impairment (PI), Severe Multiple Impairment (SXI), Speech and Language Impairment
(S/L),Visual Impairment (VI) and Deaf/Blind.

For students with greater special needs, TBA is not just a service, it is a school. Four center programs
provide students with a more restrictive placement and the intensive help they need.

New Campus School is a day treatment program for Severely Emotionally Impaired students in
kindergarten through twelfth grade. Academics combined with unique opportunities for personal and
emotional growth contribute to the school’s high rate of returning students to their regular schools.

The Adult Work Center is for students ages 16-26 who are Mild, Moderately, and Severely Cognitively
Impaired, Severely Multiply Impaired, and with Autism. Students participate in community-based
instruction, career exploration and job experiences to learn to live as independently as possible given their
capabilities,

Cherry Knoll Children’s Center offers programs for students ages 3 through 14 with various disabilities,
the best possible start in Infant/Toddler and Preprimary programs.

Oak Park School houses seven self-contained classrooms for Autism Spectrum Disorder and Emotionally
Impaired students, and a preschool for Visually Impaired students.

In addition, TBA provides diagnostic and consulting services to local districts to help determine a

student’s plan for assistance, transition planning and monitoring, agency coordination, Continuous
Improvement Monitoring System (CIMS), along with curriculum services that focus on assessment, school
improvement and teacher training. TBA also supplies a variety of consultants to offer additional help

in the resource rooms of local schools providing services to children with special needs and sponsors

the TBAISD Special Education Parents Advisory Council. SEPAC is made up of parents representing the
16 local school districts and our charter schools, who meet monthly to discuss special education issues

and learn more about special education challenges.

Our Career-Technical Center (CTC) offers area 11th and 12th grade students 23 career-technical

programs, Students may elect to attend the TBAISD Career-Tech Center for half of their school

day. One of the few career centers in Michigan accredited by the North Central Association, the CTC is

widely recognized for program excellence. As more and more students recognize the value of career-

technical education, the CTC works to design programs that not only meet the needs of students in the

classroom but will lead them to success in future careers. Benefits of CTC programs are as follows:

¢ CTC programs combine academics with technical learning.

e Programs teach to national certification standards.

e Many programs are merged with Northwestern Michigan College allowing students to earn college
credit while still in high school.

e CTC programs have advisory boards consisting of area business people that assure programs are using
the latest methods and technology.
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¢ Job shadowing and work experience is a part of many programs.

o Specially designed “Less-than-Class-Size” programs make it possible to meet students’ specific career
goals.

o More than one-third of the students join one of six skill and leadership clubs at CTC, which

consistently earn high state-wide ratings in occupational club competitions. There is also a student
council and National Vocational-Technical Honor Society chapter at CTC.

OVERVIEW OF THE FINANCIAL STATEMENTS

This annual report consists of three sections presented in the following order: Management’s
discussion and analysis, the basic financial statements, and required supplementary information.
The basic financial statements include two types of statements that present different views of the
District:

- The first two statements are district-wide financial statements that provide comprehensive
short-term and long-term financial information about the District as a whole.

- The remaining statements are fund financial statements that focus on individual parts of the
District, reporting the District’s operations in more detail than the district-wide statements.

- The governmental funds statements tell how basic services like regular and special
education were financed in the short-term, as well as what remains for future spending.

- Fiduciary funds statements provide information about assets held by the District in a frustee
or agent capacity.

- Proprietary funds statements provide a record of activities that the District operated similar
to a business, in that the District charges a fee to the user in order to recover costs associated
with the program or activity.

The financial statements also include notes that explain some of the information in the statements
and provide more detailed data and supporting documentation. The statements are followed by a
section of required supplementary information that further explains and supports the financial
statements with a comparison of the District’s budget for the year. Figure A-1 shows how the
various parts of this annual report are arranged.

Figure A-1
District Financial Report Organization

Management’s Discussion and Analysis (MD&A)
(Required Supplemental Information)

Basic Financial Statements
District-wide Financial Statements / Fund Financial Statements

Notes to Basic Financial Statements

Budgetary Information for Funds
(Required Supplemental Information)
Other Supplemental Information




Figure A-2 summarizes the major features of the District’s financial statements, including the
portion of the District’s activities they cover and the types of information they contain. The
remainder of this overview section of management’s discussion and analysis highlights the structure

and contents of each of the statements.
Figure A-2
Major Features of District-Wide and Fund Financial Statements

Fund Financial Statements
District-wide

Statements Governmental Funds Enterprise Funds Fiduciary Funds
Instances in which the district
The activities of the district that Activities the district operates administers resources on behalf
are not proprietary or fiduciary, similat to private businesses of someone else, such as
Entire district such as special education such as employee benefit fund scholarship programs and
Scope (except fiduciary funds) and building maintenance. student activities monies
Balance sheet Statement of net assets
Statement of revenues, Statement of revenues, expenses, Statement of fiduciary net assets
Required financial Statement of net assets expenditures and changes and changes in net assets
statements Statement of activities in fund balances Statement of Cash Flow
Accounting basis
and Accrual accounting and Modified accrual accounting Accrual accounting and Accrual accounting and
measurement focus economic resources focus and current financial resources economic resources focus economic resources focus
focus
Generally assets expected to
be used up and liabilities
that come due during the year All assets and liabilities, both
All assets and lisbilities, or soon thereafter; no capital All assets and liabilities, short-term and long-term, TBA's
Type of asset/ both financial and capital, assets or long-term liabilities both financial and capital, and funds do not currently contain
liability information  short-term and long-term included short-term and long-term capita) assets, although they can
Revenues for which cash is
received during or soon after
the end of the year,
All revenues and expenses expenditures when goods or )
during year, regardless services have been received All revenues and expenses All additions and deductions
Type of inflow/ of when cash is received and the related liability is during year, regardless of when during the year, regardless of
outflow information  or paid due and payable cash is received or paid when cash is received or paid

DISTRICT-WIDE STATEMENTS

The district-wide statements provide comprehensive information about the entire District using the
accrual basis of accounting which is similar to the method used by private-sector companies. The
statement of net assets includes all of the District’s assets and liabilities, excluding fiduciary funds,
and the difference between the two, which is net assets. The statement of activities accounts for all
of the current year’s revenues and expenses regardless of when cash is received or paid.

The statement of net assets and statement of activities report the governmental activities for the
School District, which encompass all of the School District’s services, including instruction, support
services, community services, food service, and childcare. Unrestricted State Aid, property taxes,
and state and federal grants finance most of these activities.

The two district-wide statements report the District’s net assets and how they have changed.
Examining net assets is one way to measure the District’s financial health or position. Over time,
increases or decreases in the District’s net assets are an indicator of whether its financial position is
improving or declining. The relationship between revenues and expenses is the District’s operating
results, or in other terms, whether the District had a profit or a loss at year end. However, the
District’s mission is not simply to generate profits, as may be the case for a commercial entity. Our
mission is to enhance educational effectiveness. The District accomplishes this mission by pursuing
continuous improvement in teaching and learning by offering a wide range of services.
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FUND FINANCIAL STATEMENTS

The fund financial statements provide more detailed information about the District’s funds. Each
major fund is presented in a separate column. Non-major funds are aggregated and displayed in a
single column. Funds are accounting devices the District uses to keep track of specific sources of
funding and spending on particular programs. Some funds are required by State law and by bond
covenants. The District establishes other funds to help it control and manage money for particular
purposes (e.g., Child Care Fund) or to show that it is properly using certain revenues (¢.g., Food
Services Fund).

The District has three types of funds:
Governmental Funds

All of the District’s basic services are included in governmental funds. Governmental fund
reporting generally focuses on how dollars flow in and out of the funds and the balances left at year-
end. These balances are reported using the modified accrual basis of accounting. Revenues are
recognized when they are measurable and available. Expenditures are recorded when the related
fund liability is incurred. The governmental fund statements provide a detailed short-term view of
the operations of the District and the services it provides. Governmental fund information helps the
reader determine whether there are more or fewer financial resources that can be spent in the near
future to finance the District’s programs. The relationship or differences between governmental
activities (reported in the Statement of Net Assets and the Statement of Activities) and
governmental funds are presented in a reconciliation displayed further in our documentation. The
District’s major governmental funds are the General Education Fund, Michigan Works Fund,
Special Education Fund and Vocational Education Fund.

Fiduciary Funds

The District is the Trustee, or fiduciary, for assets that belong to others. The District is responsible
for ensuring that the assets reported in these funds are used only for their intended purposes, and
only by those to whom the assets belong. We exclude these activities from the district-wide
financial statements because the District cannot use these assets to finance its operations. The
Student Activities Accounts and Memorial Funds are accounted for as fiduciary funds.

Proprietary Funds
The District operates a proprietary fund that is composed of an internal service fund. This fund

accounts for services provided to the District’s other funds. The District’s self-funded dental and
vision plans as well as its long-term leave liability are accounted for in this fund.

The District as a Whole

Recall that the statement of net assets provides the perspective of the District as a whole. Table 1
provides a summary of the District’s net assets as of June 30, 2006 and June 30, 2005:




Table 1

Govemmental Governmental
Activities Activities
2004-2005 2005-2006
(in millions) (in millions) % Change
Assets
Current and other assets $ 29.7 $ 32.2 8.4
Capital assets 8.7 8.3 (4.6)
Total assets 384 40.5 5.5
Liabilities
Current liabilities 0.8 8.4 (14.3)
Long-term liabilities 2.6 39 50.0
Total liabilities 12.4 12.3 (0.8)
Net Assets
Invested in property and equipment - Net of related debt 8.7 83 (4.6)
Restricted 0.3 0.5 66.7
Unrestricted 17.0 19.4 14.1
Total net assets $ 26.0 $ 28.2 8.5

The above analysis focuses on the net assets (see Table 1). The District’s net assets were $28.2
million at June 30, 2006, as compared to $26 million at June 30, 2005. The increase in net assets is
the result of many factors, the primary items being growth in the District’s tax base and an increase
in operating grants and contributions. Capital assets, net of related debt, totaling $8.3 million,
compares the original cost, less depreciation of the District’s capital assets to long-term debt used to
finance the acquisition of those assets. The District has no debt related to the acquisition of capital
assets, Restricted net assets are reported separately to show legal constraints from debt covenants
and enabling legislation that limit the District’s ability to use those net assets for day-to-day
operations. The remaining amount of net assets ($19.4 million) was unrestricted.

The $19.4 million in unrestricted net assets of governmental activities represents the accumulated
results of all past years’ operations. It means that if we had to pay off all of our bills today,
including all of our non-capital liabilities (compensated absences for example); we would have
$19.4 million remaining.

The results of this year’s operations for the District as a whole are reported in the Statement of
Activities (see Table 2), which shows the changes in net assets for fiscal year 2006.
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Table 2

Governmental Govermmental
Activities Activities
2004-2005 2005-2006
(in millions) (in millions) % Change
Revenue

Program Revenue

Charges for services $ 1.1 $ 1.8 63.6

Operating grants and contributions 19.1 20.7 8.4
General Revenue

Property taxes 225 24.0 6.7

State School Aid-unrestricted 2.0 2.0 -

Other 2.8 4.9 75.0

Total revenues 47.5 534 12.4

Functions/Program Expenses

Instruction 11.6 12.1 43
Support services 238 26.9 13.0
Community services 33 34 3.0
Other transactions 6.5 7.6 16.9
Capital outlay 03 0.6 100.0
Depreciation (unallocated) 0.6 0.6 -

Total expenses 46.1 51.2 11.1

As reported in the Statement of Activities, the cost of all of our governmental activities this year
was $51.2 million. Certain activities were partially funded from those who benefited from the
programs ($1.8 million) or by other grants and contributions ($20.7 million). We paid for the
remaining “public benefit” portion of our governmental activities with $24 million in taxes, $2.0
million in State Aid, and other revenues including interest and general entitlements.

The District experienced an increase in net assets of $2.3 million for 2005-2006 as compared to
2004-2005 levels. Key reasons for the increase in net assets are the growth in the District’s tax
base and an increase in Medicaid funding.
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The District’s Funds

As noted earlier, the District uses funds to help it control and manage money for particular
purposes. Looking at funds assists the reader consider whether the District is being accountable for
the resources taxpayers and others provide to it and may provide more insight into the District’s
overall financial health. The District’s budgets are prepared according to Michigan law. The most
significant budgeted funds are the General Education Fund, Michigan Works Education Fund,
Special Education Fund and the Vocational Education Fund. The General Education Fund is the
main operating fund of the District. All other funds are used to account for the proceeds from
specific revenue sources that are legally restricted to certain types of expenditures.

As the District completed this year, the governmental funds reported a combined fund balance of
$22,419,276 which is an increase of $3,031,764 from the prior year. The primary reasons for the
increase are:

- An increase in revenues was experienced again this year in the Special Education
Fund due to receipt of Medicaid dollars and additional State Categorical funding
based on prior year costs. TBAISD has made a concerted effort to increase Medicaid
funding by training District and local school staff in billing procedures as well as
hiring additional staff to audit and process billings.

- Capital projects funds increased by $1,642,707 because funds were set aside to pay
for the continued clean-up of contamination at our Career-Tech Center site, as well
as the on-going construction and renovation of Special Education classroom:s.

- The District continues to make every effort to contain expenditures within all funds
in order to allow for additional services to be provided, as well as, funds to be
transferred to our local school districts.

The District does not have any debt obligations other than Durant debt obligations, which are
funded by annual State appropriations; accordingly, no debt retirement fund balance exists at year
end.

Fund Budgetary Highlights

Over the course of the year, the District revises its budget as it attempts to deal with numerous
changes in expected revenues and expenditures. The Uniform Budget Act of the State of Michigan
requires that the Board of Education adopt a budget for the upcoming school year prior to July 1,
which is the start of the new fiscal year. Under normal circumstances, the District adjusts its budget
to reflect a wide variety of federal and state programs, many of which are not finalized until well
after the District’s original budget is required to be adopted. Unfortunately, the State of Michigan
continues to face severe economic hardship which has caused the finalization of the State budget to
be delayed until well after school district budgets are formally adopted. State law requires that the
budget be amended to ensure that expenditures do not exceed appropriations. Traverse Bay Area
Intermediate School District revised its budget three times during the fiscal year.

A schedule showing the District’s original and final budget amounts compared with amounts
actually paid and received is provided in required supplemental information of these financial
statements,
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Changes to fund budgets were as follows:

The General Education Fund final budgeted revenues experienced a favorable variance of
$1,057,468 in revenues over the original estimated budget. Interest revenue increased by roughly
$180,000. Additional State and Federal grant funding from Great Parents, Learning without Limits,
and an increase in the deferral of the Michigan School Readiness grant accounted for approximately
$758,000 of the increase. Expenditures were decreased mainly because the District did not
purchase a pre-packaged performance management system as expected. Also, several positions that
were vacated due to retirements were not filled.

Special Education final budgeted revenues increased by $2,988,643 primarily due to an increase in
interest income, State Aid Section 51, and Medicaid revenue received during the fiscal year. Final
budgeted expenditures increased by approximately $1,800,000. The major adjustments were an
increase in transfers to local school districts of Medicaid dollars and ISD operating funds, as well
as, a transfer to the Capital Projects Fund for classroom additions and renovations.

The major adjustment made in the Vocational Education Fund budgeted expenditures during the
year was the transfer out of approximately $700,000 to the Capital Project Fund to pay for
continuing costs associated with the groundwater contamination. Budgeted revenues experienced a
positive variance of approximately $359,000, which was composed of an increase in interest income
and Section 61a.1 Added Cost reimbursement.

Michigan Works Fund revenue reported a positive variance of $540,547 which was mainly due to
an increase in federal grant funding. Expenditures increased because the additional federal grants
were budgeted and expensed during the year. We continue to make every effort to only expend
funds that have been awarded in the current year and not reduce the fund balance.

Capital Asset and Debt Administration
Capital Assets

At June 30, 2006, the District had $8.3 million invested in a broad range of capital assets including
buildings, land, furniture, equipment and vehicles. This amount represents a decrease of $374,292
from June 30, 2005. The net decrease consisted of depreciable assets additions totaling $194,273
and depreciation of $568,565.

June 30, 2005 June 30, 2006 % Change

Building and Improvements $ 14,051,297 $ 14,272,785 1.6
Fumniture and equipment 1,114,802 1,155,823 37
Buses and Vehicles 394,990 392,991 (0.5)
Land 134,558 108,543 (19.3)
Construction in Process 40,222 (100.0)
Total Capital Assets $ 15,735,869 b 15,930,142 1.2
Less: Accumulated

Depreciation (7,057,558) (7,626,123) 8.1
Total Capital Assets, Net $ 8,678,311 $ 8,304,019 (4.3)

Calculations using percent of change will vary due to rounding of the percentages.
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The District’s major capital additions this year included renovations to the Career-Tech Center
flooring and sidewalks, Vocational Education equipment, and Arnell East entrance improvements.
No debt was issued for these capital additions.

Debt

At June 30, 2006, the District had $1,233,870 in School Improvement Bonds outstanding. This debt
will be repaid using revenue provided by the State of Michigan specifically for this purpose.

Should the State legislature fail to appropriate these funds, the School District is not liable for
repayment of these bonds.

Other obligations include accumulated leave liability in the amount of $765,772 owed to employees
who have been employed by the District for specified periods of time and are qualified for
retirement under the Michigan Public School Employees Retirement System.

Factors Bearing on the District’s Future

At the time these financial statements were prepared and audited, the District was aware of a
number of circumstances that could significantly affect the financial health of Traverse Bay Area
Intermediate School District in the future.

- The new retirement rate will be increased to 17.74% as compared to the 2005-06 rate
of 16.34%. The increase in the retirement rate continues to be an issue for all
districts in Michigan. A recent Senate Fiscal Agency report indicated that in
reviewing the last three years, MPSERS contributions have increased by $178 per
pupil while foundation allowances increased by $175. Unfortunately, future
increases in MPSERS contributions will continue to cause districts to reduce funding
for instructional purposes.

- The District’s health insurance premiums remain an issue., The non-professional
group will experience approximately an 18% increase in premium cost. In an effort
to deal with this issue, the District will be unveiling a new Health Savings Account
plan in January, 2007.

- The total allocation for Section 81 ISD General Operations is estimated to be
increased by approximately 3.1% for 2006-2007 fiscal year. This is the first increase
in Section 81 that Intermediate School Districts have had in three years.

- Construction of new Special Education classrooms at Traverse Heights has begun.
Occupancy is expected to take place in August of 2007. It was hoped that with this
additional space, we could close Cherry Knoll Children’s Center. Unfortunately, due
to ever increasing Special Education student numbers and the lack of available
classroom space within the Traverse City area, the District will need to continue to
hold classes in the building until other arrangements are made.




The District accepted bids for a performance management system (web-based
systems that collect, analyze, and communicates out in a variety of graphs, tables,
and charts, how students are learning) to be used by all districts in the region. The
bids did not meet the desired needs of our constituents, so the option of building a
system in-house through the hiring of local specialists and consultation with database
management experts was undertaken. While there was an immediate savings to the
District from not purchasing a pre-packaged system, eventually development costs
will equal what would have been spent on a pre-packaged system.

A database specialist was hired in February, 2006, and in conjunction with an outside
consultant, a system of collecting, analyzing, and reporting out student achievement
progress was developed and introduced in one local school district. While this has
been accomplished at minimal costs, ramping the system up to include more robust
analysis and reporting, as well as making it available to all districts will necessitate
growing access to considerable resources.

The immediate future will require continued development of the system to include
greater capacity to “drill down” or “disaggregate” data more thoroughly, particularly
at the individual student level. This will require additional hardware and
consultation fees. Increased licensing fees will be incurred as we increase from
1,500 to 25,000 students in the system. Funding for training costs will be needed as
the District trains regional staff members on the use of the system.

The District continues to deal with the remediation efforts at the Carcer-Tech Center
site. On-going challenges with trying to meet the ever changing demands of the
Department of Environmental Quality have been frustrating at best. The Board of
Education would like nothing more than to have the site deemed “remediated”. The
District’s legal advisor has estimated that the District’s remaining liability could
range from $2 to $3 million.

The public schools in Michigan have been able to participate in the Medicaid School
Based Services and the Medicaid Outreach program since the early 1990’s. This
funding has allowed the District to provide a high level of service without creating a
bill back situation to the local schools. Prior to the Medicaid program becoming
available, the District would have to bill back to local school districts the cost of
providing the necessary Special Education programs and services.

The revenue stream provided by Medicaid has many variables that affect the ability
to precisely predict the amount of funding to be received. These variables are:
students going into and out of Medicaid eligibility, the rate that is set by the
Medicaid Services Administration for the school based services, the number of
students that are Medicaid eligible that have one or more of the following services
listed on their Individualized Education Plan: Physical Therapy, Occupational
Therapy, Speech and Language Therapy, Psychological Services, Nursing Services,
School Social Work Services, Orientation and Mobility Services, and Assistive
Technology Services. The providers at the ISD and local school districts have an
impact on the revenue stream. The accuracy and completeness of the documentation
have a direct bearing on the amount of time it takes for the billing to go through to
the payment process.

Xi



Currently in the U.S.Congress there is discussion for future budgets to wipe out the
School Based Services portion of the Medicaid funding formula. If this were to take
place, local school districts would eventually have to return to a bill back situation
for services provided by the ISD.

Contacting the School District’s Financial Management

This financial report is designed to provide the District’s citizens, taxpayers, customers, and
investors and creditors with a general overview of the District’s finances and to demonstrate the
District’s accountability for the money it receives. If you have questions about this report or need
additional financial information, please contact the Business Office, Traverse Bay Area
Intermediate School District, 1101 Red Drive, P.O. Box 6020, Traverse City, Ml 49696-6020, Fax
(231) 922-6270, Telephone (231) 922-6200.

xii
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REPORT OF INDEPENDENT CERTIFIED PUBLIC ACCOUNTANTS

Board of Education
Traverse Bay Area Intermediate School District

We have audited the accompanying financial statements of the governmental activities, each major fund and
the aggregate remaining fund information of the Traverse Bay Area Intermediate School District (the
“School District”), as of and for the year ended June 30, 2006, which collectively comprise the School
District’s basic financial statements as listed in the table of contents. These financial statements are the
responsibility of the School District’s management. Our responsibility is to express an opinion on these
financial statements based on our audit. The prior year comparative information has been derived from the
School District’s financial statements and, in our report dated August 8, 2005, we expressed unqualified
opinions on the respective financial statements of the governmental activities, each major fund and the
aggregate remaining fund information.

We conducted our audit in accordance with auditing standards generally accepted in the United States of
America and the standards applicable to financial audits contained in Government Auditing Standards,
issued by the Comptroller General of the United States. Those standards require that we plan and perform
the audit to obtain reasonable assurance about whether the financial statements are free of material
misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and
disclosures in the financial statements. An audit also includes assessing the accounting principles used and
significant estimates made by management, as well as evaluating the overall financial statement
presentation. We believe that our audit provides a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the
respective financial position of the governmental activities, each major fund and the aggregate remaining
fund information of the Traverse Bay Area Intermediate School District, as of June 30, 2006, and the
respective changes in financial position, thereof for the year then ended in conformity with accounting
principles generally accepted in the United States of America.

In accordance with Government Auditing Standards, we have also issued our report dated August 7, 2006,
on our consideration of the School District’s internal control over financial reporting and on our tests of its
compliance with certain provisions of laws, regulations, contracts and grant agreements and other matters.
The purpose of that report is to describe the scope of our testing of internal control over financial reporting
and compliance and the results of that testing and not to provide an opinion on the internal control over
financial reporting or on compliance. That report is an integral part of an audit performed in accordance
with Government Auditing Standards and should be considered in conjunction with this report in
conditeadimg the results of our andit.

\)i = 415 Munson Avenue, Post Office Box 947
< Traverse City, Michigan 49685-0947
: CPAMERICA 231.946.172%2, FAX: 231,946.2762
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Board of Education
Traverse Bay Area Intermediate School District
Page 2

The management’s discussion and analysis on pages i through xii and the budgetary comparison information
on pages 30 through 33 are not a required part of the basic financial statements but are supplementary
information required by accounting principles generally accepted in the United States of America. We have
applied certain limited procedures, which consisted principally of inquiries of management regarding the
methods of measurement and presentation of the required supplementary information. However, we did not
audit the information and express no opinion on it.

Our audit was conducted for the purpose of forming opinions on the financial statements that collectively
comprise the School District’s basic financial statements. The combining financial statements of non-major
governmental funds are presented for purposes of additional analysis and are not a required part of the basic
financial statements, The accompanying schedule of expenditures of Federal awards is presented for
purposes of additional analysis as required by U.S. Office of Management and Budget Circular A-133,
Audits of States, Local Governments, and Non-Profit Organizations, and is also not a required part of the
basic financial statements of the School District. The combining non-major fund financial statements and
the schedule of expenditures of Federal awards have been subjected to the auditing procedures applied in the
audit of the basic financial statements and, in our opinion, are fairly stated in all material respects in relation
to the basic financial statements taken as a whole.

Dennis, Gartitond g Niorgarth

August 7, 2006




Traverse Bay Area Intermediate School District

STATEMENT OF NET ASSETS

June 30, 2006

(With comparative totals for June 30, 2005)

ASSETS
Current assets
Cash and cash equivalents
Investments
Due from other governments and other receivables
Prepaids
Inventory

Total current assets

Non-current assets
Capital assets, net of accumulated depreciation

Total assets

LIABILITIES AND NET ASSETS
LIABILITIES
Current liabilities
Accounts payable
Salaries payable and related expenses
Deferred revenue
Other current liabilities
Current portion of long-term debt

Total current liabilities

Non-current portion of long-term debt
Accrued environmental costs

Total liabilities

NET ASSETS
Invested in capital assets, net of related debt
Restricted
Unrestricted

Total net assets

Total liabilities and net assets

The accompanying notes are an integral part of these financial statements.

Governmental
Activities

2006 2005
$ 5,401,764 $ 1,076,990
23,598,792 26,532,671
3,200,472 2,071,896
5,294 19,366
20,304 18,482
32,226,626 29,719,405
8,304,019 8,678,311
$ 40,530,645 $ 38,397,716

$ 1,366,400 $ 1,269,013
4,206,402 5,027,792
1,302,036 1,956,184
1,419,663 1,508,710

105,939 101,148
8,400,440 9,862,847
1,893,703 2,260,097
2,000,000 300,000

12,294,143 12,422,944
8,304,019 8,678,311
487,496 248,346
19,444,987 17,048,115
28,236,502 25,974,772

$ 40,530,645 $ 38,397,716

-6-
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Traverse Bay Area Intermediate School District
BALANCE SHEET - GOVERNMENTAL FUNDS
June 30, 2006

(With comparative totals for June 30, 2005)

General Michigan Special Vocational Capital Other Total Governmental
Education Works Education Education Projects  Govermnmental Funds
Fund Fund Fund Fund Fund - #2 Funds 2006 2005
ASSETS
Cash and cash equivalents $ 953,575 § 369,885 § 150,301 § 458,392  $1,157,196 $1,042,982 § 4,132,331 3§ 944,554
Investments 3,525,123 545,242 11,832,044 2,972,552 2,778,226 1,658,076 23,311,263 26,048,550
Due from other governments and
other receivables 575,207 134,891 2,200,234 204,927 - 85,213 3,200,472 2,071,896
Due from other funds - - - - - - - 36,206
Prepaid expenses 1,750 - 3,044 500 - - 5,294 19,366
Inventories - supplies and materials 15,659 - - 4,645 - - 20,304 18,482
Total assets $5071,314  $1,050,018 $14,185623 § 3,641,016 $3,935422 §$2,786,271 $30,665,664 § 29,139,054
LIABILITIES AND FUND BALANCES
LIABILITIES
Accounts payable, accrued payroll
and related liabilities $1,102,864 § 263212 § 3,507,963 § 0623948 % -~ % 30,702 § 5,528,689 § 6,250,442
Due to other funds - - - - - - - 36,206
Other acerued expenses - 93,500 1,321,969 4,194 - - 1,419,663 1,508,710
Deferred revenue 1,003,925 69,701 99,248 129,162 - - 1,302,036 1,956,184
Total liabilities 2,106,789 426,413 4,929,180 757,304 - 30,702 8,250,388 9,751,542
FUND BALANCES
Unreserved, reported in
General Education Fund 2,751,925 - - . - - 2,751,925 2,811,551
Michigan Works Fund - 623,605 - - - - 623,605 605,309
Special Education Fund - B 8,981,547 - - - 8,981,547 8,300,349
Vocational Education Fund - - - 2,883,712 - - 2,883,712 2,371,310
Capital Projects Funds - - “ - 3,935,422 2,754,374 6,689,796 5,047,089
School Food Service Fund - - - - - 1,146 1,146 777
Child Care Fund - - - - - 49 49 2,781
Employee Health Benefits Fund - - - - - - - -
Reserved, reported in
General Education Fund 212,600 - - - - - 212,600 -
Special Education Fund - - 274,896 - - - 274,896 -
Vocational Education Fund - - - - - - - 248,346
Total fund balances 2,964,525 623,605 9,256,443 2,883,712 3,935,422 2,755,569 22,419,276 19,387,512

Total liabilities and fund balances $5,071,314  $1,050,018 $14,185,623 § 3,641,016 $3935,422 $2,786,271

Reconciliation of Governmental Fund Balances to District-Wide Governmental Activities Net Assets
Amounts reported for governmental activities in the statement of net assets are different because:

Capital assets used in governmental activities are not financial resources and, therefore, are not
reported as assets in governmental funds. The cost of the asscts for 2006 and 2005 is $15,930,142 and
$15,735,869, respectively. The accumulated depreciation on the assets for 2006 and 2005 is $7,626,123 8,304,019 8,678,311
and $7,057,558, respectively.

Internal Service Fund net assets used in governmental activities are not financial resources of the Governmental
Funds and, therefore, are not reported as assets in governmental funds. 825,731 570,194

Long-term liabilities, including bonds payable, are not due and payable in the current period and,
therefore, are not reported as liabilities in the funds. Long-term liabilities at year-end consist of:

Accrued environmental costs (2,000,000) (300,000)
Bonds payable (1,233,870) (1,335,018)
Accumulated leave liability (78,654) (1,026,227)
Total net assets - governmental activities $28,236,502 § 25,974,772

The accompanying notes are an integral part of these financial statements. -8-
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Traverse Bay Area Intermediate School District

RECONCILIATION OF THE GOVERNMENTAL FUNDS STATEMENT
OF REVENUES, EXPENDITURES AND CHANGES IN FUND
BALANCES WITH THE DISTRICT-WIDE STATEMENT OF ACTIVITIES

For the Year Ended June 30, 2006

(With comparative totals for June 30, 2005)

2006

2005

Total net change in fund balances - governmental funds $ 3,031,764

Amounts reported for governmental activities in the statement of activities are
different because capital outlays to purchase or build capital assets that meet the
capitalized threshold are reported in the governmental funds as expenditures.
However, for governmental activities, those costs are shown in the statement and
allocated over their estimated useful lives as annual depreciation expenses in the
statement of activities. This is an amount of capital outlay and depreciation expense

in the periods.
Capital outlays 194,273

Depreciation expense (568,565)

In the statement of activities, certain operating expenses-compensated absences -
are measured by the amounts earned during the year. In the governmental
funds, however, expenditures for these items are measured by the amount
of financial resources used (essentially, the amounts actually paid). In 2006,
amounts used were more than the amounts earned by $260,455. Additionally,
during 2006, $687,118 of long-term leave liability for leave was transferred
to an Internal Service Fund. In 2005, amounts used were less than the amounts
earned by $85,594. 947,573

Repayment of principal on long-term debt is an expenditure in the
governmental funds, but not in the statement of activities (where it is a reduction
of liabilities). 101,148

Change in net assets in the Internal Service Fund, not reported in governmental fund
statements. 255,537

Future estimated environmental expenditures are recognized currently in the
statement of activities. In the governmental funds, however, expenditures for these
items are measured by the amount of financial resources used (essentially, the
amounts actually paid). $1,700,000 and $300,000 of future estimated
environmental expenditures were recognized in 2006 and 2005, respectively. (1,700,000)

$ 1,664,565

494,471
(573,791)

(85,594)

225,375

(300,000)

Change in net assets of governmental activities $ 2,261,730

$ 1,425,026

The accompanying notes are an integral part of these financial statements,

-10-




Traverse Bay Area Intermediate School District
STATEMENT OF FIDUCIARY NET ASSETS
June 30, 2006

(With comparative totals for June 30, 2005)

Agency Funds
2006 2005
ASSETS
Cash $ 143,649 $ 58,4903
Investments 153,839 249,443
Total assets $ 297,488 $§ 307,936
LIABILITIES
Due to pupil activities $ 297,488 § 307,936

The accompanying notes are an integral part of these financial statements. -11-




Traverse Bay Area Intermediate School District

STATEMENT OF NET ASSETS -
INTERNAL SERVICE FUND

June 30, 2006

(With comparative totals for June 30, 2005)

2006 2005
ASSETS
Cash and cash equivalents $ 1,269,433  § 132,436
Investments 287,529 484,121
Total assets $ 1,556,962  § 616,557
LIABILITIES AND NET ASSETS
LIABILITIES
Accounts payable $ 44,113  § 46,363
Long-term liabilities 687,118 -
Total liabilities 731,231 46,363
NET ASSETS
Unreserved, undesignated 825,731 570,194
Total liabilities and net assets $ 1,556,962 § 616,557

The accompanying notes are an integral part of these financial statements. -12-




Traverse Bay Area Intermediate School District

STATEMENT OF REVENUES, EXPENSES AND CHANGES IN NET ASSETS
INTERNAL SERVICE FUND

June 30, 2006

(With comparative totals for June 30, 2005)

2006 2005
OPERATING REVENUES
Charges to other funds $ 1,165,551 $ 482,419
Employee contributions 24,116 24,472
Total operating revenues 1,189,667 506,891
OPERATING EXPENSES
Instruction 290,506 92,032
Support Services 677,848 200,133
Total operating expenses 968,354 292,165
Operating income 221,313 214,726
NONOPERATING REVENUES (EXPENSES)
Interest 35,815 10,649
Bank charges (1,591) -
Nonoperating revenues - net 34,224 10,649
CHANGES IN NET ASSETS 255,537 225,375
Net assets, beginning of year 570,194 344,819
Net assets, end of year $ 825,731 $ 570,194

The accompanying notes are an integral part of these financial statements. -13-




Traverse Bay Area Intermediate School District

STATEMENT OF CASH FLOWS -
INTERNAL SERVICE FUND

Year Ended June 30, 2006

(With comparative totals for June 30, 2005)

2006 2005
CASH FLOWS FROM OPERATING ACTIVITIES
Charges to other funds - compensated absences $ 687,118 -
Charges to other funds - insurance 478,433 482,420
Employee contributions 24,116 24,502
Cash paid to service provider (14,010) (16,368)
Cash paid to employees for insurance claims (269,476) (281,208)
Cash flows provided by operating activities 906,181 209,346
CASH FLOWS FROM INVESTING ACTIVITIES
Interest earnings 35,815 10,648
Bank charges (1,591) -
Cash flows provided by investing activities 34,224 10,648
Net increase in cash and cash equivalents 940,405 219,994
CASH AND CASH EQUIVALENTS, beginning of year 616,557 396,563
CASH AND CASH EQUIVALENTS, end of year $ 1,556,962 616,557
Reconciliation of operating income to net cash from operative activities
Operating income § 221,313 214,726
Adjustments
Decrease in accounts receivable - 29
Decrease in accounts payable (2,250) (5,409)
Increase in long term liabilities 687,118 -
Net cash provided by operating activities $ 906,181 209,346
The accompanying notes are an integral part of these financial statements. -14-




Traverse Bay Area Intermediate School District

NOTES TO FINANCIAL STATEMENTS

NOTE A - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
Introduction

The accounting and reporting framework and the more significant accounting principles and practices of
Traverse Bay Area Intermediate School District are discussed in subsequent sections of this Note. The
remainder of the notes are organized to provide explanations, including required disclosures, of the
School District’s financial activities for the fiscal year ended June 30, 2006.

The Financial Reporting Entity

Traverse Bay Area Intermediate School District’s Board of Education (the “Board”) is the basic level of
government which has oversight responsibility and control over all activities related to the public school
education. The Board receives funding from local, State and Federal governmental sources and must
comply with the concomitant requirements of these funding source entities. However, the Board is not
included in any other governmental "reporting entity" as defined in GASB pronouncements, since Board
members are elected by the public and have decision-making authority to levy taxes, the power to
designate management, the ability to significantly influence operations and primary accountability for
fiscal matters. In addition, under the criteria of the GASB pronouncements, student, parent and teacher
organizations are not included, except to the extent that the schools hold assets in the capacity of an
agent.

Government-Wide and Fund Financial Statements
Government-Wide Financial Statements

The statement of net assets and statement of activities display information about the School District as a
whole, except for its fiduciary activities. Individual funds are not displayed, but the statements
distinguish governmental activities, generally supported by taxes and School District general revenues,
from business-type activities, generally financed in whole or in part with fees charged to external
customers.

The statement of activities reports the expenses of a given function offset by program revenues directly
connected with the functional program. A function is an assembly of similar activities and may include
portions of a fund or summarize more than one fund to capture the expenses and program revenues
associated with a distinct functional activity. Program revenues include: (1) charges for services which
report fees, fines and forfeitures, and other charges to users of the School District’s services; (2)
operating grants and contributions which finance annual operating activities including restricted
investment income; and (3) capital grants and contributions which fund the acquisition, construction, or
rehabilitation of capital assets. These revenues are subject to externally imposed restrictions to these
program uses. Taxes and other revenue sources not properly included with program revenues are
reported as general revenues.

-15-




NOTES TO FINANCIAL STATEMENTS - Continued

NOTE A - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - Continued
Fund Financial Statements

The balance sheet and statement of revenues, expenditures and changes in fund balances (i.e., fund
financial statements) for the School District’s governmental funds are presented after the government-
wide statements. These statements display information about major funds individually and non-major
funds in the aggregate for governmental funds. Major funds are generally those that represent 10% or
more of governmental fund assets, liabilities, revenues or expenditures. Internal Service Funds are
combined and the totals are presented in a single column on the face of the proprietary funds statements.

Measurement Focus, Basis of Accounting and Financial Statement Presentation

The financial statements of the School District are prepared in accordance with generally accepted
accounting principles (“GAAP”). The School District’s reporting entity applies all relevant
Governmental Accounting Standards Board (“GASB”) pronouncements and applicable Financial
Accounting Standards Board (“FASB”) pronouncements and Accounting Principles Board (“APB”)
opinions issued on or before November 30, 1989, unless they conflict with GASB pronouncements. The
School District’s reporting entity does not apply FASB pronouncements or APB opinions issued after
November 30, 1989.

The government-wide statements report using the economic resources measurement focus and the
accrual basis of accounting generally including the reclassification or elimination of internal activity
(between or within funds). Reimbursements are reported as reductions to expenses. Revenues are
recorded when earned and expenses are recorded when a liability is incurred, regardless of the timing of
related cash flows. Property taxes are recognized in the year for which they are levied while grants are
recognized when grantor eligibility requirements are met.

Governmental fund financial statements report using the current financial resources measurement focus
and the modified accrual basis of accounting. Revenues are recognized when they are both measurable
and available. Available means collectible within the current period or soon enough thereafter to pay
current liabilities. The School District considers revenues to be available if they are collected within 60
days of the end of the fiscal year. Expenditures are recorded when the related fund liability is incurred,
except for general obligation bond principal and interest which are reported as expenditures in the year
due.

All proprietary fund types are accounted for on a flow of economic resources measurement focus. With
this measurement focus, all assets and all liabilities associated with the operation of these funds are
included on the statement of net assets. The statement of changes in fund net assets presents increases
(i.e. revenues) and decreases (i.e. expenses) in net total assets. The statement of cash flows provides
information about how the School District finances and meets the cash flow needs of its proprietary
activities.

Fiduciary funds are reported using the economic resources measurement focus.

Major revenue sources susceptible to accrual include property taxes, intergovernmental revenues and
investment income. In general, other revenues are recognized when cash is received.

When both restricted and unrestricted resources are available for use, it is the School District’s policy to
use restricted resources first, then unrestricted resources as needed.
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NOTES TO FINANCIAL STATEMENTS - Continued

NOTE A - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - Continued
Fund Types and Major Funds
Activities in Major Funds

The General Education Fund is the general operating fund of the School District. It is used to account
for all financial resources except those required to be accounted for in another fund.

The Michigan Works Fund is used to account for the proceeds of specific revenue sources that are
legally restricted to expenditures for various career enhancement related programs.

The Special Education Fund is used to account for the proceeds of specific revenue sources that are
legally restricted to expenditures for special education programs.

The Vocational Education Fund is used to account for the proceeds of specific revenue sources that are
legally restricted to expenditures for various career technology related programs.

The Capital Projects Fund #2 is used to account for financial resources to be used for classroom
construction.

Activities in Non-Major Funds

The School Food Service Fund is used to account for the proceeds of specific revenue sources that are
legally restricted to expenditures for the hot lunch program.

The Child Care Fund is used to account for the proceeds of specific revenue sources that are legally
restricted to expenditures for the daycare of children.

The Capital Projects Fund #6 is used to account for financial resources to be used for ongoing pollution
clean-up.

The Capital Projects Fund #1 is used to account for financial resources to be used for School District
projects.

Internal Service Fund

The Employee Benefits Fund is used to account for the proceeds of specific revenue sources that are
legally restricted to expenditures for compensated absences and dental and optical benefits.

Fiduciary Funds

Trust and Agency Funds are used to account for assets held by the School District in a trustee capacity.
Agency Funds are custodial in nature (assets equal liabilities) and do not involve measurement of results
of operations. The Student Activities Accounts and Memorial Funds are accounted for as Agency
Funds.
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NOTES TO FINANCIAL STATEMENTS - Continued

NOTE A - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - Continued
Cash and Investments

The School District reporting entity considers highly liquid investments (including restricted assets) with
an original maturity of three months or less when purchased to be cash equivalents.

Investments are reported at fair value which is determined using selected bases. Short-term investments
are reported at cost, which approximates fair value. Cash deposits are reported at carrying amount,
which reasonably estimates fair value.

Inventories and Prepaids

Inventories in governmental funds consist of expendable supplies held for consumption stated on a first-
in, first-out basis. They are reported at cost, which is recorded as an expenditure at the time individual
inventory items are used.

Prepaids record payments to vendors that benefit future reporting periods and are also reported on the
consumption basis. Both inventories and prepaids are similarly reported in government-wide and fund
financial statements.

Capital Assets

Capital assets are recorded at cost or, if donated, the fair value at the time of donation. Capital assets are
depreciated over their estimated useful lives ranging from 3 to 50 years. The School District generally
capitalizes assets with costs of $5,000 or more as purchase and construction outlays occur. No
depreciation is recorded on land. Expenditures for major renewals and betterments that extend the
useful lives of the capital assets are capitalized. Expenditures for maintenance and repairs are charged to
current expenditures as incurred. Depreciation is computed using the straight-line method. When
capital assets are disposed, the cost and applicable accumulated depreciation are removed from the
respective accounts and the resulting gain or loss is recorded in operations.

Estimated useful lives, in years, for depreciable assets are as follows:

Years
Buildings 50
Improvements, other than buildings 20-25
Vehicles 7-15
Furniture, machinery and equipment 3-20

Long-Term Debt, Deferred Debt Expense and Bond Discounts/Premiums

In the government-wide financial statements, outstanding debt is reported as liabilities. Bond issuances
costs, bond discounts or premiums, and the difference between the reacquisition price and the net
carrying value of refunded debt are capitalized and amortized over the terms of the respective bonds
using a method that approximates the effective interest method.




NOTES TO FINANCIAL STATEMENTS - Continued

NOTE A - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - Continued

The governmental fund financial statements recognize the proceeds of debt and premiums as other
financing sources of the current period. Issuance costs are reported as expenditures.

Fund Equity

The governmental fund financial statements report reserved fund balance for various Board designations.
The General Education Reserve is for instructional support for our local school districts. The Special
Education Reserve is for instructional support of the Reading Intervention Program.

Allocation of Expenses

The School District reports each function’s direct expenses, those that are specifically associated with a
service, program or department and, thus, are clearly identifiable to a particular function.

The School District has elected to not allocate indirect expenses.
Environmental Remediation and Compliance

Environmental costs are generally expensed or capitalized when appropriate. Expenditures that relate to
existing conditions caused by past operations, which do not contribute to current or future revenue
generation, are expensed. Liabilities are recorded in the statement of net assets when environmental
assessments and/or remedial efforts are probable and the costs can be reasonably estimated.

Environmental expense consists of current environmental compliance costs plus increases/less decreases
in the accrued environmental costs liability. Current environmental compliance costs include
maintenance and operation of pollution control facilities, cost of ongoing monitoring programs and
pollution prevention related to current activities.

Use of Estimates in the Preparation of Financial Statements

The preparation of financial statements in conformity with generally accepted accounting principles
requires management to make estimates and assumptions that affect the reported amounts of assets and
liabilities and disclosure of contingent assets and liabilities at the date of the financial statements and the
reported amounts of revenues and expenses during the reporting period. Actual amounts could differ
from those estimates.

Prior Year Comparative Totals and Changes in Presentation
Prior year amounts have been extracted from previously issued financial statements and do not provide a

complete presentation. They are included here for comparative analysis only. Certain changes in prior
year amounts have been made to make them comparative with the current year.
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NOTES TO FINANCIAL STATEMENTS - Continued

NOTE B - BUDGETARY POLICY AND PRACTICE

The School District has adopted these procedures in establishing the budgets as reflected in the financial
statements.

1. As early as possible in the preceding fiscal year (generally in the spring), the Superintendent
formulates preliminary budgets for the coming year, which he submits to the Board of
Education for their review.

2. A public hearing is held prior to June 30 on the proposed budgets to obtain taxpayer
comments.

3. The Board of Education reviews the proposed budget and then in June adopts a formal
resolution approving the needed appropriations for the coming operating year,

4. All transfers of budget amounts and any amendments to the formal Appropriation Act are
approved by the Board of Education.

5. Itis the Superintendent's responsibility to supervise and monitor the budget process. He does
this by reviewing the monthly financial data and reporting and recommending any needed
amendments to the Board of Education.

6. The budget is adopted on a basis consistent with generally accepted accounting principles.

7. The budgets presented in these financial statements are as originally adopted and as formally
amended by the Board of Education.

Michigan Public Act 621 of 1978 provides that a local unit shall not incur expenditures in excess of the
amounts appropriated. During the year ended June 30, 2006, the School District was out of compliance
with the Act as follows:

Budget Actual Variance
Michigan Works Fund
Basic Program $124,322  $124.432 $(110)

NOTE C - CASH AND INVESTMENTS
At June 30, 2006, the School District’s cash and investments include the following:

Balance Sheet Classification

Cash and Equivalents Investments Total
Bank deposits and cash on hand $5,545,413 $ - $ 5,545,413
CD and Money Market deposits - 19,413,405 19,413,405
Investment pools - 4,339,226 4.339.226
$5.545.413 $23,752,631 29.2 4
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NOTES TO FINANCIAL STATEMENTS - Continued

NOTE C - CASH AND INVESTMENTS - Continued
Custodial Credit Risk - Deposits
In the event of a bank failure, the School District’s deposits may not be returned to it. As of June 30,
2006, $29,619,011 of the School District’s bank balance of $30,511,326 was exposed to custodial credit
risk because it was uninsured and uncollateralized.

Investments

Michigan law permits investments in the following vehicles:

[e—Y

Bonds and other obligations of the United States Government.

Certificates of deposit and savings accounts of banks or credit unions who are
members of the FDIC and FSLIC, respectively.

Certain commercial paper.

United States Government repurchase agreements.

Banker's acceptance of United States banks.

Certain mutual funds.

[

Swh W

Investment Maturities (in years) Market Value
Investment Type Fair Value Current 1-5 6-10 More than 10

Investment pools $4.339,226 4,339,226 $ - $ - $ -

Interest Rate Risk

In accordance with the School District’s investment policy, the School District will minimize interest
rate risk, which is the risk that the market value of securities in the portfolio will fail due to changes in
market interest rates, by: structuring the investment portfolio so that securities mature to meet cash
requirements for ongoing operations, thereby avoiding the need to sell securities in the open market; and,
investing operating funds primarily in short-term securities, liquid asset funds, money market funds or
similar investment pools, and limiting the average maturity in accordance with the School District’s cash
requirements.

Credit Risk

State law limits investments in commercial paper and corporate bonds to a prime or better rating issued
by nationally recognized rating organizations. The School District has no investment policy that would
further limit its investment choices. The School District’s investment in the MILAF investment pool
was rated AAAm by Standard and Poor’s.
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NOTES TO FINANCIAL STATEMENTS - Continued

NOTE D - RECEIVABLES, UNCOLLECTIBLE ACCOUNTS AND DEFERRED REVENUE
Property Taxes Receivable, Deferred Revenue and Property Tax Calendar

Property taxes are levied, billed and attached as enforceable liens in July of the School District’s fiscal
year. Townships within the School District collect and remit taxes until February 15, at which time the
uncollected real property taxes are turned over to the counties as delinquent. Delinquent real property
taxes are funded by the county and remitted to the School District. Delinquent personal property tax
remains a receivable until collected from the taxpayer by the townships and remitted to the School
District. In the governmental fund financial statements, if delinquent taxes are not paid within 60 days
of year-end, they are recorded as deferred revenue. In the government-wide financial statements,
property taxes receivable and related revenue include all amounts due the School District regardless of
when cash is received. Over time, substantially all property taxes are collected.

During the fiscal year, $ .2036, $2.0000 and $ .7553 per $1,000 of equalized homestead and non-
homestead property value in the School District of $8,120,932,571 was levied for general operating,
special education and vocational education purposes, respectively.

Intergovernmental Receivables and Deferred Revenue

Intergovernmental receivables are primarily comprised of amounts due from the State and Federal
governments. Revenue is recorded as earned when eligibility requirements are met. Grant revenues
deferred in the governmental fund financial statements include unearned revenue and revenue received
more than 60 days following year-end (unavailable to pay liabilities of the current period). Deferred
revenue received after 60 days is fully recognized as revenue in the government-wide statements if
grantor eligibility requirements are met.

Amounts due from other governments at June 30, 2006 are as follows:

Due from the State of Michigan

State Aid $1,674,267
Due from townships - property taxes 150,072
Due¢ from Federal grants 1,017,566
Other receivables 358,567

$3.200,472
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NOTES TO FINANCIAL STATEMENTS - Continued

NOTE E - INVESTMENTS IN CAPITAL ASSETS

Investments in capital assets consist of the following:
Transfers/

Reclassification/
July 1, 2005 Additions Dispositions June 30, 2006

Building and improvements $14,051,297 § 195473 $26,015 $14,272,785
Furniture and equipment 1,114,802 41,021 - 1,155,823
Buses and vehicles 394,990 13,480 (15.479) 392,991
Total depreciable assets 15,561,089 249,974 10,536 15,821,599
Less accumulated depreciation (7,057,558) (568,565) - (7,626,123)
Land 134,558 - (26,015) 108,543
Construction-in-process 40,222 - (40,222) -
Total capital assets, net $ 8,678,311 $(318,591) $(55,701) $ 8304019

Depreciation expense was charged to the function in the statement of activities, as follows:

Unallocated $568.565

NOTE F - LONG-TERM DEBT

Changes in long-term debt during the year ended June 30, 2006 were as follows:

Beginning New Ending Current
Balance Debt Payments Balance Portion

School Improvement
Bonds $1,335,018  §
Accumulated leave liability 1,026,227

$(101,148)  $1,233,870  $105,939
(260.455) 765,772 -

Long-term debt

at June 30, 2006 $2,361,245 $ - $(361,603) 1 42 $105,939

Payments on general obligation bonds are made by the Debt Service Fund. The accumulated leave
liability will be liquidated primarily by the Michigan Works Fund.

At June 30, 2006, the School District's long-term debt consisted of the following:
School Improvement Bonds Payable

1998 School Improvement Bonds payable in annual installments of $146,719

to $692,484, including interest at an effective rate of 4.76%, with final payment

due May 15, 2013. This debt will be repaid using revenues provided by the State

of Michigan specifically for this purpose. Should the State legislature fail to

appropriate these funds, the School District is not liable for repayment of these bonds.  $1,233,870
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NOTES TO FINANCIAL STATEMENTS - Continued

NOTE F - LONG-TERM DEBT - Continued
Accrued Expenses
Terminal leave pay for accumulated sick leave owed to employees who

have been employed by the School District for specified periods of time and
are qualified for retirement under the Michigan Public School Employees

Retirement System. $ 765.772
Total debt 1,999,642

Less current portion (105,939)
Total long-term debt $1.893.703

Total annual requirements to amortize bonds as of June 30, 2006, are as follows:

Years Ending
June 30 Principal Interest

2007 $ 105,939 $ 40,779
2008 488,411 204,073
2009 116,297 30,450
2010 121,828 24,912
2011 127,631 19,112
2012- 2013 273.764 19.703

Totals $1,233.870 $339.029

The accrued expenses for terminal leave pay were not included in the above amortization schedule
because it is unknown when the employees will be receiving the payments.

NOTE G - RISK MANAGEMENT

The School District is exposed to various risks of loss related to torts; theft of, damage to and destruction
of assets; errors and omissions; injuries to employees; unemployment benefits; and natural disasters.

The School District manages its risk exposures and provides certain employee benefits through a
combination of self-insurance and risk management pools.

The School District participates in SET-SEG’s risk management pools for worker’s compensation
claims, liability insurance and errors and omissions coverages. SET-SEG was established pursuant to
laws of the State of Michigan which authorize local units of government to jointly exercise any power,
privilege or authority which each might exercise separately. The purpose of SET-SEG is to provide
cooperative and comprehensive risk financing and risk control services. SET-SEG provides risk
management, underwriting, reinsurance and claim review and processing services for all member
governments pursuant to its charter.

24.




NOTES TO FINANCIAL STATEMENTS - Continued

NOTE G - RISK MANAGEMENT - Continued

The School District makes annual contributions to SET-SEG based on actuarial studies using historical
data and insurance industry statistics. These contributions are paid from the General Fund. Such
contributions as received by SET-SEG are allocated between its General and Member Retention Funds.
Economic resources in SET-SEG’s General Fund are expended for reinsurance coverage, claim
payments and certain general and administrative costs, whereas resources in the Member Retention Fund
are used for loss payments and defense costs up to the member’s self-insurance retention limits along
with certain other member-specific costs. Any refunds from SET-SEG are deposited in the School
District’s General Fund.

NOTE H - BALANCES AND TRANSFERS/PAYMENTS WITHIN THE REPORTING ENTITY
Receivables and Payables

Generally, outstanding balances between funds reported as “due to/from other funds” include
outstanding charges by one fund to another for services or goods, subsidy commitments outstanding at
year-end and other miscellaneous receivables/payables between funds. Activity between funds that are
representative of lending/borrowing arrangements outstanding at the end of the fiscal year are described
as “due to/from other funds” [(i.e., the current portion of interfund loans or “advances to/from other
funds”)(i.e., the non-current portion of interfund loans)).

Balances to which a fiduciary fund is a party are treated as “external” receivables and payables
substantially reported as wages and benefits payable (retirement benefits).

There were no interfund receivables and payables as reported in the governmental fund financial
statements at June 30, 2006.

Transfers and Payments

Transfers and payments within the reporting entity are substantially for the purposes of subsidizing
operating functions. Resources are accumulated in a fund to support and simplify the administration of
various projects or programs.

The government-wide statement of activities eliminates transfers as reported within the segregated
governmental and business-type activities columns. Only transfers between the two columns appear in
this statement.

The following schedule reports transfers and payments within the reporting entity:

Transfers To

General Michigan Special Capital
Transfers From Education Works Education Projects Total
General Education $ - $26,051 $208,967 $ 310,760 $ 545,778
Michigan Works 249,508 - - - 249,508
Special Education 927,622 - - 1,229,985 2,157,607
Vocational Education 344,021 - - 700,000 1,044,021
Capital Projects - - - 81.484 81,484

21,151 $26,051 $208,967 $2,322,229 $4,078,398
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NOTES TO FINANCIAL STATEMENTS - Continued

NOTE I - PENSION PLAN
Plan Description

The School District contributes to the Michigan Public School Employees’ Retirement Systems
(“MPSERS”), a cost-sharing multiple-employer defined benefit pension plan administered by the State
of Michigan, Department of Management & Budget (“DMB”). MPSERS provides retirement, disability,
death and post-employment health benefits to plan members and beneficiaries. Member Investment Plan
(“MIP”) participants receive enhanced benefits compared to basic plan participants. Benefits are
safeguarded by Article IX, Section 24 of the Michigan Constitution. Public Act 300 of 1980, as
amended, assigns authority to establish and amend benefit provisions to the State Legislature. MPSERS
issues a publicly available financial report that includes financial statements and required supplementary
information. That report may be obtained by writing to MPSERS, P.O. Box 30171, Lansing, MI 48909-
7671, or by calling (517) 322-5103.

Funding Policy

Plan members who participate in MIP are required to contribute 3.0% to 4.3% of their annual covered
salary; plan members who participate in the Basic Plan may not contribute to the plan; and the School
District is required to contribute at an actuarially determined rate for all participants. The rate was
14.87% for July 1, 2005 through September 30, 2005 and 16.34% for October 1, 2005 through June 30,
2006. The contribution requirements of plan members and the School District are established and may
be amended by the State Legislature. The School District’s contributions to MPSERS for the years
ended June 30, 2006, 2005 and 2004 were $3,235,139, $2,851,372 and $2,517,273, respectively, equal
to the required contribution for each year.

NOTE J - COMMITMENTS AND CONTINGENCIES
Terminal/Sick Leave
There is no provision in these financial statements for terminal/sick leave payable to employees who do
not presently meet age and service requirements, because the amount ultimately payable is not subject to
estimation.

Medicaid Reserve

The School District has accrued $1,321,969 for future charge backs to the Medicaid Program and/or due
to local districts.

Federal and State Grants

In the normal course of operations, the School District receives grant funds from various Federal and
State agencies. The grant programs are subject to audit by agents of the granting authorities the purpose
of which is to ensure compliance with conditions precedent to the granting of funds. Any liability for
reimbursement which may arise as the result of these audits is not believed to be material.

-26-




NOTES TO FINANCIAL STATEMENTS - Continued

NOTE J - COMMITMENTS AND CONTINGENCIES - Continued
Unemployment Liability

The School District accrues a liability for future unemployment claims. The accrual contains an estimate
for future unemployment claims from employees laid off as of June 30, 2006, plus an estimate for future
unemployment claims from anticipated future layoffs of employees. As of June 30, 2006, the
unemployment liability accrual was $499,102.

Environmental Matters

The School District has been designated a potentially responsible party (“PRP”) by the Michigan
Department of Environmental Quality (“MDEQ”). Property presently owned by the School District is
alleged to be the source of soil, groundwater and surface water contamination. The contamination
alleged by the MDEQ is the result of past hazardous substance disposal practices by a previous property
owner. However, because of Michigan Act 307, in effect from the early 1980’s to 1994, the School
District is liable for a portion of the clean up at the site.

At the School District’s Career Tech Center (“CTC”), the MDEQ alleges that the groundwater and
adjacent creek are showing levels of contaminants that are unsafe. At the request of the MDEQ), several
studies of this situation have been conducted and significant steps have been taken toward remediation.
These steps included the hookup of several residences to city water.

The School District is responsible for 40% of the remediation costs. Of this 40%, the School District
maintains insurance which covers 50% of the School District’s costs. The net result is the School
District is responsible for 20% of the total cost of the clean up. The remaining 60% is the responsibility
of the previous owners of the CTC property.

The School District’s future costs are estimated to be in the range of $2 million to $3 million. A
remediation action plan (“RAP”) was recently submitted to MDEQ. The District is awaiting further
instructions from MDEQ as of the date of this writing. As of June 30, 2006, $2 million has been accrued
in the statement of net assets relative to this liability. Management has designated approximately $1.9
million in the Capital Projects #6 Fund, as described in Note A, for future costs in this matter. The exact
amount needed has not been determined.

The School District’s portion of environmental expense consisted of cash expenses for ongoing
operation study and monitoring of environmental concerns totaling approximately $403,000 and $82,000
for the years ended June 30, 2006 and 2005, respectively.
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NOTES TO FINANCIAL STATEMENTS - Continued

NOTE K - DURANT SETTLEMENT

As a result of the Durant v State of Michigan settlement regarding State underfunding of school
revenues, the School District will be receiving $208,967 per year over a ten-year period beginning
November 15, 1998. This represents 50% of expected funds. For the remaining 50% of the funds from
this settlement, or $2,089,666, the School District has opted to participate in a bonding program enabling
it to receive a lump-sum payment on November 15, 1998. The debt will be repaid over a 15-year period
beginning May 15, 1999 using revenues provided by the State specifically for this purpose. As a result
of the State refinancing this debt during the year ended June 30, 2003, there was $0 debt service
payments for the years ended June 30, 2003, 2004 and 2005. Debt Service payments resumed during the
year ended June 30, 2006. Settlement proceeds are restricted for use on school buses, electronic
instructional material and software, school security, textbooks, technology, infrastructure or
infrastructure improvement, training for technology, or to reduce or eliminate voter-approved debt issued
prior to November 19, 1997.

NOTE L - MEDICAID OUTREACH DEFERRED REVENUE

As of June 30, 2006, the total amount of Medicaid Outreach revenue that has been deferred is
$1,321,969. This liability increased $146,976 over the prior year’s liability. No distributions have been
made to the local districts during the year ended June 30, 2006. In the event the State of Michigan set
aside funds are insufficient to repay Medicaid Outreach funds, these funds will be available to repay any
Medicaid Qutreach liabilities of the School District and local school districts.
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Traverse Bay Area Intermediate School District

BUDGETARY COMPARISON SCHEDULE
FOR THE GENERAL EDUCATION FUND

For the Year Ended June 30, 2006

(With comparative totals for June 30, 2005)

Budgeted Amounts Actual (GAAP Basis)
Original Final 2006 2005
Revenues
Local sources $2,443,748 $2,765,299 $ 2,737,102 $ 2,384,413
Intermediate sources - 247 247 -
State program revenues 1,903,504 2,287,466 2,216,116 2,278,038
Federal program revenues 118,882 493,414 486,274 180,163
Total revenues 4,466,134 5,546,426 5,439,739 4,842,614
Expenditures
Instruction expense
Basic program 51,450 79,351 73,724 48,679
Adult and continuing 182,228 183,082 178,597 174,502
Support Services
Pupil 191,012 93,527 86,803 78,569
Instructional staff 1,886,103 1,719,762 1,643,776 1,286,947
General administration 633,396 467,939 446,127 504,824
School administration - 4,320 1,535 3,047
Business 727,192 693,712 674,514 648,123
Operation and maintenance 325,891 265,608 243,652 225,200
Central 1,371,361 1,115,614 1,081,736 944,021
Community Services 63,922 105,353 95,251 28,241
Payments to other governmental agencies, facility
acquisitions and prior period adjustments
Payments to other governmental agencies 995,528 1,738,416 1,673,131 2,311,505
Facility acquisitions 13,530 63,661 63,292 2,198
Total expenditures 6,441,613 6,530,345 6,262,138 6,255,856
REVENUES UNDER EXPENDITURES (1,975,479) (983,919) (822,399) (1,413,242)
Other financing sources (uses)
Operating transfers in 1,543,975 1,521,151 1,521,151 1,433,810
Operating transfers out (375,428) (545,779) (545,778) (708,967)
REVENUES OVER (UNDER) EXPENDITURES
AND OTHER FINANCING SOURCES (USES)  (806,932) (8,547) 152,974 (688,399)
Fund balance, beginning of year 2,617,807 2,811,551 2,811,551 3,499,950
Fund balance, end of year $1,810,875 $2,803,004 $ 2,964,525 $ 2,811,551
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Traverse Bay Area Intermediate School District

BUDGETARY COMPARISON SCHEDULE
FOR THE MICHIGAN WORKS FUND

For the Year Ended June 30, 2006

(With comparative totals for June 30, 2005)

Budgeted Amounts Actual (GAAP Basis)
Original Final 2006 2005
Revenues
Local sources $301,199 $376,024 $ 362,610 § 399,929
State program revenues 512,000 587,448 526,157 314,422
Federal program revenues 4,970,250 5,334,473 5,348,319 5,711,543
Total revenues 5,783,449 6,297,945 6,237,086 6,425,894
Expenditures
Instruction expense
Basic program 175,240 124,322 124,432 165,292
Added needs 259,967 302,387 282,004 295,730
Adult and continuing 883,969 1,137,870 1,126,066 1,075,556
Support Services
Instructional staff 114,684 173,369 171,613 116,592
General administration 5,500 5,500 4,625 4,889
School administration 5,500 25,100 24,786 34,571
Business 3,000 3,000 2,702 2,993
Operation and maintenance 722,870 721,512 714,368 798,011
Pupil transportation 104,000 108,045 97,862 116,650
Central 15,750 18,176 17,248 17,990
Community Services 3,279,905 3,461,784 3,429,627 3,529,776
Total expenditures 5,570,385 6,081,065 5,995,333 6,158,050
REVENUES OVER EXPENDITURES 213,064 216,880 241,753 267,844
Other financing sources (uses)
Operating transfers in - 26,051 26,051 -
Operating transfers out (269,470)  (249,508) (249,508) (255,902)
REVENUES OVER (UNDER)
EXPENDITURES AND OTHER
FINANCING SOURCES (USES) (56,406) (6,577) 18,296 11,942
Fund balance, beginning of year 589,590 605,309 605,309 593,367
Fund balance, end of year $ 533,184 $598,732 $§ 623,605 $ 605,309
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Traverse Bay Area Intermediate School District

BUDGETARY COMPARISON SCHEDULE
FOR THE SPECIAL EDUCATION FUND

For the Year Ended June 30, 2006

(With comparative totals for June 30, 2005)

Revenues
Local sources
State program revenues
Federal program revenues

Total revenues

Expenditures

Instruction expense
Added needs

Support Services
Pupil
Instructional staff
General administration
Business
Operation and maintenance
Pupil transportation
Central
Other

Community Services

Payments to other governmental agencies, facility

acquisitions and prior period adjustments
Payments to other governmental agencies
Facility acquisitions
Prior period adjustments

Total expenditures

REVENUES OVER EXPENDITURES

Other financing sources (uses)
Operating transfers in
Operating transfers out

REVENUES OVER (UNDER)
EXPENDITURES AND OTHER
FINANCING SOURCES (USES)

Fund balance, beginning of year

Fund balance, end of year

Budgeted Amounts Actual (GAAP Basis)
Original Final 2006 2005
$16,849,221  $19,329,346  § 19,343,515  § 16,654,764
6,840,085 7,133,059 7,129,047 6,515,764
5,524,805 5,740,349 5,606,938 5,068,377
29,214,111 32,202,754 32,079,500 28,238,905
8,589,983 7,408,409 7,234,904 6,785,310
12,830,027 13,295,185 13,104,122 11,934,738
3,202,100 3,585,457 3,435,395 2,856,187
135,851 196,000 186,478 86,390
289,720 362,823 359,564 290,640
953,707 863,548 841,828 811,537
154,254 131,537 114,826 61,978
191,006 240,049 233,902 166,042
5,450 7,057 7,021 3,195
6,866 6,152 5,440 9,970
2,613,465 3,620,409 3,615,028 3,135,058
225,000 2,150 1,650 20,643
- 34,608 34,608 -
29,197,429 29,753,384 29,174,766 26,161,688
16,682 2,449,370 2,904,734 2,077,217
208,967 208,967 208,967 208,967
(898,330) (2,157,607) (2,157,607) (3,936,885)
(672,681) 500,730 956,094 (1,650,701)
7,819,017 8,300,349 8,300,349 9,951,050
$ 7,146,336  § 8,801,079 § 9,256,443 § 8,300,349
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Traverse Bay Area Intermediate School District

BUDGETARY COMPARISON SCHEDULE
FOR THE VOCATIONAL EDUCATION FUND

For the Year Ended June 30, 2006

(With comparative totals for June 30, 2005)

Budgeted Amounts Actual (GAAP Basis)
Original Final 2006 2005
Revenues
Local sources $6,433,263 $6,590,592 $ 6,588,595 $ 6,087,809
State program revenues 597,805 820,096 820,580 693,888
Federal program revenues 489,445 469,126 469,096 444,272
Total revenues 7,520,513 7,879,814 7,878,271 7,225,969
Expenditures
Instruction expense
Added needs 3,597,526 3,471,005 3,384,368 3,227,106
Support Services
Pupil 837,083 856,374 813,083 797,103
Instructional staff 428,813 436,583 425,937 370,936
General administration 172,576 108,963 106,119 102,401
School administration 507,780 494,971 484,015 448,436
Business 139,680 132,250 126,291 113,684
Operation and maintenance 874,960 830,665 797,374 731,035
Transportation - 15,621 15,621 -
Central 18,017 17,414 12,894 12,431
Other 33,625 33,012 28,121 31,569
Community Services 44,344 29,108 22,617 30,026
Payments to other governmental agencies, facility
acquisitions and prior period adjustments
Payments to other governmental agencies 265,297 203,453 191,392 482,338
Facility acquisitions 219,747 170,081 162,362 81,300
Total expenditures 7,139,448 6,799,500 6,570,194 6,428,365
REVENUES OVER EXPENDITURES 381,065 1,080,314 1,308,077 797,604
Other financing uses
Operating transfers out (376,175)  (1,044,021) (1,044,021) (1,841,023)
REVENUES OVER (UNDER) EXPENDITURES
AND OTHER FINANCING USES 4,890 36,293 264,056 (1,043,419)
Fund balance, beginning of year 2,384,462 2,371,310 2,619,656 3,663,075
Fund balance, end of year $2,389,352  $2,407,603  $ 2,883,712 $ 2,619,656
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FEDERAL PROGRAMS



Business and Financial Advisors
Cur clients’ success — our business
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REPORT ON COMPLIANCE WITH REQUIREMENTS APPLICABLE
TO EACH MAJOR PROGRAM AND INTERNAL CONTROL OVER COMPLIANCE
IN ACCORDANCE WITH OMB CIRCULAR A-133

Board of Education o
Traverse Bay Area Intermediate School District

Compliance

We have audited the compliance of the Traverse Bay Area Intermediate School District (the “School
District”) with the types of compliance requirements described in the U.S. Office of Management and
Budget (OMB) Circular A-133 Compliance Supplement that are applicable to each of its major .F ede.ral .
programs for the year ended June 30, 2006. The School District’s major Federal programs are.ldentlﬁed in
the summary of auditor’s results section of the accompanying Schedule of Findings and Questioned Costs.
Compliance with the requirements of laws, regulations, contracts and grants applicable to each of its major
Federal programs is the responsibility of the School District’s management. Our responsibility is to express
an opinion on the School District’s compliance based on our audit.

We conducted our audit of compliance in accordance with auditing standards generally accepted in the
United States of America; the standards applicable to financial audits contained in Government Auditing
Standards, issued by the Comptroller General of the United States; and OMB Circular A-133, Audits of
States, Local Governments, and Non-Profit Organizations. Those standards and OMB Circular A-133
require that we plan and perform the audit to obtain reasonable assurance about whether noncompliance
with the types of compliance requirements referred to above that could have a direct and material effect on a
major Federal program occurred. An audit includes examining, on a test basis, evidence about the School
District’s compliance with those requirements and performing such other procedures as we considered
necessary in the circumstances. We believe that our audit provides a reasonable basis for our opinion. Our
audit does not provide a legal determination on the School District’s compliance with those requirements.

In our opinion, the School District complied, in all material respects, with the requirements referred to above
that are applicable to each of its major Federal programs for the year ended June 30, 2006.

Member of

—}; o 415 Munson Avenue, Post Office Box 947
e Traverse City, Michigan 49685-0947
, CPAMWUCA 231.946.1729, FAX: 231.946.2762

INTERNATIONAL www.dgnepa.com




Board of Education
Traverse Bay Area Intermediate School District
Page 2

Internal Control Over Compliance

The management of the School District is responsible for establishing and maintaining effective internal
control over compliance with requirements of laws, regulations, contracts and grants applicable to Federal
programs. In planning and performing our audit, we considered the School District’s internal control over
compliance with requirements that could have a direct and material effect on a major Federal program in
order to determine our auditing procedures for the purpose of expressing our opinion on compliance and to
test and report on internal control over compliance in accordance with OMB Circular 4-133.

Our consideration of the internal control over compliance would not necessarily disclose all matters in the
internal control that might be material weaknesses. A material weakness is a reportable condition in which
the design or operation of one or more of the internal control components does not reduce to a relatively low
level the risk that noncompliance with applicable requirements of laws, regulations, contracts and grants
caused by error or fraud that would be material in relation to a major Federal program being audited may
occur and not be detected within a timely period by employees in the normal course of performing their
assigned functions. We noted no matters involving the internal control over compliance and its operation
that we consider to be material weaknesses.

This report is intended solely for the information and use of the Board of Education, management and

Federal awarding agencies and pass-through entities and is not intended to be and should not be used by
anyone other than these specified parties.

August 7, 2006
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REPORT ON COMPLIANCE AND ON INTERNAL CONTROL OVER FINANCJAL
REPORTING BASED ON AN AUDIT OF FINANCIAL STATEMENTS
PERFORMED IN ACCORDANCE WITH GOVERNMENT AUDITING STANDARDS

Board of Education
Traverse Bay Area Intermediate School District

We have audited the financial statements of the governmental activities, each major fund and the aggregate
remaining fund information of the Traverse Bay Area Intermediate School District (the “School District”)
as of and for the year ended June 30, 2006, which collectively comprise the School District’s basic financial
statements and have issued our report thereon dated August 7, 2006. We conducted our audit in accordance
with auditing standards generally accepted in the United States of America and the standards applicable to
financial audits contained in Government Auditing Standards, issued by the Comptroller General of the
United States.

Internal Control Over Financial Reporting

In planning and performing our audit, we considered the School District’s internal control over financial
reporting in order to determine our auditing procedures for the purpose of expressing our opinion on the
financial statements and not to provide an opinion on the internal control over financial reporting. Our
consideration of the internal control over financial reporting would not necessarily disclose all matters in the
internal control that might be material weaknesses. A material weakness is a reportable condition in which
the design or operation of one or more of the internal control components does not reduce to a relatively low
level the risk that misstatements caused by error or fraud in amounts that would be material in relation to the
financial statements being audited may occur and not be detected within a timely period by employees in the
normal course of performing their assigned functions. We noted no matters involving the internal control
over financial reporting and its operation that we consider to be material weaknesses.

Compliance and Other Matters

As part of obtaining reasonable assurance about whether the School District’s financial statements are free
of material misstatement, we performed tests of its compliance with certain provisions of laws, regulations,
contracts and grant agreements, noncompliance with which could have a direct and material effect on the
determination of financial statement amounts. However, providing an opinion on compliance with those
provisions was not an objective of our audit and, accordingly, we do not express such an opinion. The
results of our tests disclosed no instances of noncompliance or other matters that are required to be reported
under Government Auditing Standards.

Member of

415 Munson Avenue, Post Office Box 947

T Traverse City, Michigan 49685-0947
; CPAMX*:RXCA 931.946.17292, FAX: 231.946.2762
INTERNATIONAL www.dgnepa.com




Board of Education
Traverse Bay Area Intermediate School District
Page 2

The report is intended solely for the information and use of the Board of Education, management, Michigan
Department of Education, Federal awarding agencies and pass-through entities and is not intended to be and
should not be used by anyone other than these specified parties.

August 7, 2006
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Note 1

Note 2

Note 3

Note 4

Traverse Bay Area Intermediate School District
NOTES TO SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS

June 30, 2006

The Schedule of Expenditures of Federal Awards is prepared on the accrual basis of accounting.

Management has reported that expenditures in this Schedule of Expenditures of Federal Awards
are equal to those amounts reported in the annual or final cost reports. Unallowed differences, if
any, have been disclosed to the auditor.

The financial reports, including claims for advances and reimbursements and amounts claimed or
used for matching are timely, complete and accurate, and contain information that is supported
by the books and records from which the basic financial statements have been prepared. Grant
receipts reported on the Schedule of Expenditures of Federal Awards, as passed through the
Michigan Department of Education, reconcile to the Grant Section Auditor’s Report (R7120).
Unreconciled differences have been disclosed to the auditor.

A reconciliation of expenditures on the Schedule of Expenditures of Federal Awards and sources
on the financial statements are as follows:

Federal expenditures per Schedule of

Expenditures of Federal Awards $11,908,520
Payments in lieu of taxes 2,199
Other (92)

Federal sources per financial statements $11.910,627




